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ABSTRACT
Redfin is an innovative real estate service that has been helping people buy and sell
homes through an online medium since 2004. Through Redfin’s app or website, people are able
to search and find listings, learn all the details of the property, and be matched with a local agent
to help them. Since its founding in Seattle, Redfin has spread to the majority of the United States
and has recently moved into Canada. To analyze the external environment of the real estate
industry, a PESTLE and Porter’s Five Forces analysis were conducted. These analyses found that
Redfin’s unique business structure has allowed it to withstand the changes that occur in the
external environment. Redfin’s current strategy is low cost, broad market. If Redfin follows its
current path and maintains its position, it will continue to be successful and the company that
people choose when they are entering the real estate market.
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INTRODUCTION AND BACKGROUND
Redfin is an online full-service real estate brokerage founded in Seattle in 2004. It serves
all of the United States and Canada. Redfin broke into the market at a time when online real
estate search systems were not very developed or easy to use. It employs real estate agents, real
estate support, and associate agents. The business model focuses on undercutting the competition
by having sellers pay a discounted fee to list the home and buyers receive a portion of the
brokerage's commission back to apply to closing costs or as a check. ("Redfin - Wikipedia",
2022). Redfin's mission statement is “Redefine real estate in the consumer’s favor”. To do this, it
tries to make the process of buying or selling a home as smooth and easy as possible for its
client. This led Redfin to a very customer service-based business where it hires agents who will
be customer advocates instead of salespeople. Redfin was also designed using technology that is
easy to use for the consumer and gives the consumer more power over the home buying process.
Redfin is in the residential real estate industry. Its main competitor would be UpNest, an
online platform where real estate agents compete for your business, Opendoor, and Zillow, one
of the largest and best-known real estate websites famous for its home value estimation tool.
These are the main online real estate services available throughout the country. In addition to
these sites, there are also many local and in person real estate companies across the country that
would be a competitor for Redfin. These more traditional realtors provide services for many
people and serve in many markets, but they do not usually have a broad geographic market and
tend to work only in a close circle around their home city.
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ANALYSIS OF THE EXTERNAL ENVIRONMENT
PESTLE Analysis
A PESTLE Analysis is a marketing principle that tracks the environment that a company
operates in, or is planning to operate in ("What is PESTLE Analysis? An Important Business
Analysis Tool", 2022). PESTLE is an acronym that stands for Political, Economic, Social,
Technological, Legal, and Environmental. Redfin is in the real estate industry and can be further
categorized as an online service, but its environment includes brick and mortar and online real
estate companies.
Political and Legal
One of the main political impacts on the real estate industry is “politics, laws, taxes,
inflation rates, unemployment rates, economic growth, interest rates, and mortgages” which can
influence the price of homes. (Olick, 2021) Laws can both encourage or lessen the demand for
homes,. “Tax credits, deductions, and subsidies are some of the ways the government can
temporarily boost demand for real estate for as long as they are in place” (Nguyen, 2021).
Political uncertainty also has an impact on demand. When there is political unrest or
governmental restrictions, we see changes in the industry. According to CNBC, buyers and
sellers have begun to take in new considerations since the economic recession of 2009, “Today,
the standard appears to be greater taxes, a lower range and quality of public services, and overall
higher living costs” (Olick, 2021). When the government is making decisions on infrastructure or
budget, and there is an indication of lower funds and possible increases in the amount people will
be paying to the government, there can be a direct effect on the real estate market because people
have new costs or regulations to consider.
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There are a number of laws and regulations that the real estate industry has to follow,
“We are currently subject to a variety of, and may in the future become subject to additional,
federal, state, and local laws… These laws and their related regulations may evolve frequently
and may be inconsistent from one jurisdiction to another” (Redfin 10K, 2022) Redfin operates in
most of the United States and Canada, and each state has its own laws and regulations that
Redfin agents have to follow based on their location. This means Redfin must be cognizant of
the different legislation to stay in compliance. Also, Redfin uses MLS data and listings on their
website, so they must comply with the rules, terms of service, and policies of REALTOR®
associations and MLSs in order to access these listings. (Redfin 10K, 2022)
Environmental
The physical environment of a home affects the demand for housing. People are going to
be more interested in homes in a location with amenities. Additionally, environmental forces can
affect demand in many areas. A location that is prone to hurricanes or tornadoes is not going to
be as in demand as other places that are safer.
Environmental regulations can affect the real estate market. These were put in place
because there has been climate change or negative impacts on the environment, “Any regulations
that restrict the supply of land will lead to an increase in the price of land. This would include
regulations such as the ESA, wetlands regulations, and coastal zone management laws” (Kiel,
2022). In these cases, the awareness of certain environmental problems might prompt the
implementation of regulations in an attempt to defer the changes or stop the causes, and this
could have an impact on the real estate market by lowering the supply or increasing the costs
associated with certain areas or locations. This would have more impact on new developments,
which are also sold on Redfin.
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For neighborhoods and homes already developed, “If the regulations are successful in the
sense that they improve the quality of the local environment, the demand for housing in that area
should increase, thus increasing the price of housing” (Kiel, 2022). On the buying side, if there
are two similar houses but the first is in a location with low air pollution and clean water, the
second house is going to be more desirable and have a higher price. We would expect regulations
to improve the environment in the area, which would increase the value of the property.
The COVID-19 epidemic brought a different type of environmental impact. When the
pandemic hit many people were buying, selling, and improving their homes. Many people were
affected by the pandemic and realized they wanted to move somewhere else because the
quarantine and isolation regulations meant they were spending more time at home, and they
realized they were unhappy with where they were currently living.
Social
There are a few social factors affecting the real estate market. First, significant
demographic shifts can have decades-long impacts on real estate trends. (Nguyen, 2021) One
trend that has shown up in recent years is that Millennials are less likely to purchase a home.
Millennials tend to rent longer than other age groups, “The changing dynamic of getting married
and having children means Millennials are staying at home with family longer and delaying the
purchase of their first home” (Hankin, 2022). There are a few factors that have affected
Millennials' home purchases. First, it is advised that a mortgage should not exceed 25% of your
income, which many millennials are not able to afford at their income level. Second, we have
seen a shift in priorities of the younger generation, many Millennials and Generation Z people
are staying at home longer and waiting until later in life to get married and have children. This
has led to lower levels of home ownership.
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On the opposite end of the spectrum, large portions of homeowners are baby boomers,
those born between 1945 and 1964, who are starting to reach retirement age. This generation
could significantly impact the real estate industry in the next few years, “The transition of these
baby boomers to retirement is one of the more interesting generational trends in the last century,
and the retirement of these baby boomers, which began back in 2010, is bound to be noticed in
the market for decades to come” (Nguyen, 2021).
Gentrification is second social factor that has become increasingly important in the last
decade, “gentrification is when a poor urban neighborhood becomes occupied by wealthier
residents, rapidly transforming an area with a historically low market value into high-value real
estate” (What is Gentrification in Real Estate? 2021). This process increases the property values
of the homes in a gentrified neighborhood, lowers crime rates, and increases the diversity of a
neighborhood. It also displaces the residents of the neighborhood who can no longer afford to
live there, in turn increasing foreclosures because of the increased property taxes and mortgages,
and leading to tension in the community with the mix of new residents and the residents who
lived there before gentrification began (What is Gentrification in Real Estate? 2021).
A third social factor has come from the pandemic, there is indication of a shift in the
priorities of the country. More people are working from home, so they now need more space to
have an office. They do not necessarily have to live in the same city or area that their work is
because they no longer must commute, and after spending more time in their home they realized
it was not where they wanted to live. According to a Pew Research Center study, approximately
22% of U.S. adults have changed their residence or know someone who did because of the
pandemic (Cohn, 2020). This led to a hot real estate market and people were paying over the
asking price to get the homes they wanted.
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Technological
Redfin is an online real estate service. Technological developments continue to affect the
company because all service is through its website or app. A user searches for homes using filter
tools and maps and then signs up for a showing online and is connected to a real estate agent
through messaging on the Redfin site. One of the features the site offers is the Redfin Estimate,
where proprietary algorithms inform machine learning to provide a market value estimate for an
individual home (Redfin 10K, 2022). This helps customers see if the listing is a good price for
the home or if the seller is charging too much. This is a form of artificial intelligence that has
become increasingly important in every industry, including the real estate industry. With
artificial intelligence, “computer algorithms can now go through millions of documents in
seconds, looking through property values, debt levels, home renovations, and even some of a
homeowner’s personal information” (Olick, 2021). All this information is utilized in different
ways to help the buyer plan and understand how they are going to pay off the loan they get, how
the value of the home has changed over the years, what the future changes could be, and much
more.
On the other side, the use of artificial intelligence can help the seller, “...it also seems like
the holy grail for real estate agents hunting for listings in today’s ultra-competitive housing
market… Agents are desperate to find new listings, and AI is providing a new entrance.” (Olick,
2021). Through artificial intelligence, agents are able to better predict what homes are potentially
coming on the market to help them find new clients, how to set a price at a level to interest the
highest number of people, and how to simplify the transactions at the end.
In both examples, the introduction of this technology and the continual improvements
have changed the way people search for real estate. Before the creation of these online tools,
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people had to find a local agent and get all their listings reported to them through the agent.
Technology has given the buyer and seller a lot more agency in their real estate
process. Particularly on the buyer side, the ability to do most of the research and tell your agent
which homes are of interest gives the buyer a lot more power. There is also more information
available to the public which makes them more confident and knowledgeable about the places
they are interested in and locations to explore.
Economic
The economy has a huge impact on the real estate industry. The health of the economy
“is generally measured by economic indicators such as the GDP, employment data,
manufacturing activity, the prices of goods, etc. Broadly speaking when the economy is sluggish,
so is real estate” (Nguyen, 2021). The housing market is dependent on financing because people
are not able to purchase a home without a loan. Because of this, interest rates have a large effect
on the demand in the housing market, “when home prices and interest rates go down, demand
increases as people flock into the housing market to purchase a new home” (Hankin, 2022).
When interest rates increase, the amount that people are paying for the home also increases.
People do not want to take out a long-term loan when the interest rate is high.
Another economic factor is the employee wage rate. People are less likely to buy a home
when they have a lower wage rate because they cannot afford the mortgage or are not able to get
financing for a loan because they do not have enough savings or a high enough credit rating. The
wage rate also affects consumers' discretionary income. People are more likely to buy a home
when they have discretionary income, which is “the amount of income a household or individual
has to invest, save, or spend after taxes and necessities, like mortgages or rent, utilities, student
loans, or credit card debts are paid.” (Nickolas, 2022)
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Inflation is an additional factor for the economic effects on the real estate industry. The
prices of homes are prone to inflation. Therefore, when the inflation rate is high, people are less
likely to buy a home. These factors have a converse effect on buyers versus sellers, when the
inflation rate is high people try to sell their homes to get more profit, but people are less willing
to buy at the higher rate. On the homeowner’s side, “for several reasons, inflation is actually a
good development… The most obvious benefit is the fact that the value of your home rises with
the inflation rate… This makes it a great time to sell, but a much more difficult time to buy.”
(Mount, 2022). When inflation is high, people who are selling their homes are going to be
making a higher profit on their investment, so there will be an increase in the number of homes
on the market. However, there is an immediate opposing force to this because the people selling
their homes are most likely going to be buying a new home at the same time. When inflation is
high for the investor/buyer, “one of the dangers of short-term investing in an inflationary real
estate market is the risk of getting caught in a real estate bubble… you may find yourself at risk
of losing money when the bubble bursts” (Mount, 2021). People who buy a home during a period
of inflation are going to see the value of their home drop when the market goes down.

PORTER’S FIVE FORCES
Porter's Five Forces is a model that helps identify an industry’s weaknesses and strengths
and to determine a corporate strategy ("Porter's 5 Forces", 2020). The five forces include
substitutes, suppliers, consumers, new entrants, and rivals. The analysis provides a company with
information on the potential profitability of the industry and how it might use its resources and
capabilities to achieve a competitive advantage.
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Rivalry
Rivalry in the real estate market is very high, “Competition in this spring’s housing
market is hotter than ever, thanks to high demand and record low supply” (Olick, 2021). There
are many real estate services, including Redfin, with a plethora of agents who are all trying to
find customers. Along with this, there are a lot of houses on the market, and in the past couple of
years, there has been a high demand for homes. The real estate industry has been in a boom
recently making it very competitive for both buyers and sellers, and every agent is trying to get
their business. Also, there are a lot of different sources of competition, “We compete primarily
against other residential real estate brokerages… We also compete with hybrid residential
brokerages, which combine Internet technology and brokerage services, and a growing number
of others that operate with non-traditional real estate business models” (Redfin 10K, 2022).
Because of how many licensed agents and brokerages there are, the industry is fragmented, and
the competition is strong.
Suppliers
The suppliers in the real estate market are the people putting their homes on the market.
Suppliers have a lot of power because they can choose whether or not they want to sell their
homes. If they do not feel like they are going to get enough money for their listing, they will just
take the house off the market until the time is right for them. Sellers also get to choose which real
estate agent they use, and with a plethora of options, Redfin must make its terms favorable to the
seller over the terms of other real estate agents. A seller is going to choose whoever will give
them the greatest gain on the sale, so that would entail choosing the agent who has a lower
commission.

11

This brings up the concept of a seller's agent, which is also referred to as a listing agent
“a real estate agent who represents a home seller in a real estate transaction. A listing agent is
responsible for assisting their client throughout the home selling process…” (Weaver, 2022). In
the real estate industry, the supplier has more power when they have a seller's agent because they
are getting the agent's expertise in the home selling process. The seller's agent has contacts for
potential buyers, knowledge of the best way to price, stage, and list the home, how to market the
property, and experience negotiating offers.
Buyers
Buyers also have a lot of power in the real estate market for many of the same reasons as
suppliers. Many people are selling their homes to buy a new one, so if they do not find a better
house at a price that they are willing to pay, then they will wait. This is also true for people who
are renting; they may just decide not to buy a house because they are not finding what they are
looking for. An important factor is the buyer's agent, “a licensed real estate agent who guides the
buyer through the entire home buying process. They locate properties to present to the buyer,
answer questions, and offer advice” (Weaver, 2022).
Buyers have more power when the market is cold, this would be when there are a lot of
homes for sale, and they are not being sold very quickly. When this is the case, the buyer has
more power because if the house has been listed for a while and the seller is getting discouraged,
the buyer will be able to get a lower price. When this happens, Redfin will also lose money
because their commission will be lower.
When there are fewer buyers in the market they have more power, “The smaller and more
powerful the customer base is of Real Estate Investors Plc the higher the bargaining power of the
customers and higher their ability to seek increasing discounts and offers” (Real Estate Investors
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Plc Porter Five (5) Forces & Industry Analysis [Strategy], 2022). Buyers have more power when
they are not in competition with others to get the home, so when there are more houses on the
market than the demand, the buyers are able to drive down prices, exerting their power in the
industry.
New entrants
The residential real estate industry is an easy market to enter. The process to obtain a real
estate license is fairly simple and does not take a large amount of time. This means that there are
a lot of real estate agents available for people buying and selling their personal residences.
Redfin, at its base, is a real estate agent provider, so it is constantly hiring new agents. When
viewing Redfin from the perspective of solely an online real estate service, there is still a high
threat of new entrants. Real estate agencies that are already working in a market are going to be
able to develop their own online service. Additionally, it is easy for new real estate companies to
sprout up in any city because people are buying or selling their homes constantly and need real
estate agents.
Substitutes
There is only one main substitute for the housing market and that is to rent. Renting has
become increasingly popular, especially among millennials and younger people. One reason for
this is “renting a property doesn't come with all the responsibilities associated with
homeownership and you have more flexibility, as you aren't necessarily tied down to your
property” (Majaski, 2022). Many younger adults and people beginning their careers do not have
a solid plan or a certain future, so the option to rent gives them more flexibility if they decide to
travel, change jobs, move to a new location, etc. The second reason for people choosing this
substitute is that it is much easier to be approved for an apartment than it is to buy a home. Third,
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there is a sizable initial cost to buying a home, “getting a mortgage often requires using a large
amount of financial leverage” (Majaski, 2022). The down payment could be too much for many
people to afford until they have been working for a while and have built up their savings.

COMPETITIVE ADVANTAGES
Redfin's main competitive advantage comes from its low-cost strategy. It charges the
consumer less in both buying and selling their homes. The lower fees give it an advantage in
pricing because when a consumer is looking to spend less money at closing or when a buyer is
looking to pay fewer fees, Redfin is a cheaper option.
A second advantage is its agents, “Our investment in our lead agents has resulted in a
significant competitive advantage in agent retention, as our lead agents were 17% more likely to
stay with us from 2020 to 2021 than agents at competing brokerages. Our ability to attract,
develop, and retain lead agents is critical to our success” (Redfin 10K, 2022). By hiring and
retaining the best talent, Redfin is able to build a better reputation and customer base. Much of
the real estate industry, like most services, is based on word of mouth and recommendations. By
retaining good agents, Redfin can attract new customers from current customers'
recommendations.
Third, since the founding of Redfin, there has been a growing focus on technology, and
this has continued to help Redfin compete in the market. Redfin has “300 engineers and will
spend an estimated $53 million on technology and development this year, nearly double its 2015
budget” (Lang Jones, 2018). Its technology is a critical feature of the company, especially
because it is based in the online market. Some of the factors of the company’s technology that
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help them compete include “access to timely, accurate data about homes for sale... the speed and
quality of our service, including agent responsiveness and local knowledge” (Redfin 10K, 2022).

STRATEGY
Redfin’s strategy is based on a low cost and
broad market. To achieve a low cost strategy,
Redfin charges less than a traditional brokerage,
“At a traditional brokerage, the total commission
is typically 5%–6% of the home’s selling price,
and each agent gets 2.5%–3%... At Redfin, the listing fee is 1% when you buy and sell, which
lowers the total commission to 4% for a typical home sale” (How You Save with Redfin, 2022).
This is the mission Redfin has had since it was created; they wanted to be a discount real estate
service that would undercut the competition.
Redfin operates in every major city in the United States and a majority of the states. It has
agents in all of its operating locations, so wherever a potential customer is searching it is easy to
connect with a local agent. As an online service, it is very simple for people to search for homes
in any city where Redfin is available and get in contact with an agent in that location. This opens
the market up for Redfin over traditional brokers who are much more focused and limited to the
people in the area they serve.

RESOURCES
One of Redfin's most important resources is its mapping and real estate data analytics
engine. Redfin is able to take the information from MLS systems and create an online interactive
map for its users. Redfin updates its information regularly and allows people to see listings faster
15

than a traditional brokerage. Its technological resources are important because they exist
virtually, and the consumer utilizes their maps and data to search for homes and connect with an
agent.
Another resource that is critical for Redfin is its agents. Redfin needs to hire and retain
good agents in each of its locations. The importance of the agent in a service industry like real
estate is paramount because of how much the industry is fueled by recommendations and
referrals. Additionally, the agents must be licensed and follow all the proper laws and
regulations, so Redfin needs to make sure the people they employ will not be future liabilities for
the company.

MAJOR ISSUES
Redfin is in the real estate industry, which is very dependent on macroeconomic factors.
Some of the major economic factors that put Redfin at risk are “slow economic growth or
recession conditions; increased unemployment rates or stagnant or declining wages; inflationary
conditions…increased mortgage rates; reduced availability of mortgage financing; or increased
down payment requirements; low home inventory levels…lack of affordably priced homes…”
(Redfin 10K, 2022).
Redfin focuses mainly on major US metropolitan areas. Since COVID, people are able to
work remotely, and there is some indication that people are moving out of the cities to areas that
are more rural or smaller cities and towns. This could impact the revenue of Redfin, “To the
extent there is a long-term net migration to cities outside of these markets, the relative percentage
of residential housing transactions may shift away from the top markets where we have
historically generated most of our revenue” (Redfin 10K, 2022). Redfin will need to be able to
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adapt to serve these emerging markets since they are presently more focused on the larger cities.
If Redfin does not shift their service with the demand changes, they could lose out on a whole
customer segment.
Another potential risk comes from the fact that Redfin is an online real estate service and
relies heavily on technology. This could be a risk as other real estate agents/firms adapt to a more
technology-based system, “We may be unable to maintain or improve our current technology
offerings at a competitive level or develop new technology offerings that meet customer or agent
expectations” (Redfin 10K, 2022).

CONCLUSION
Redfin was able to change the real estate industry by creating an online medium that
gives the user more power throughout the home buying or selling process. To continue its
sustainable advantage, Redfin must monitor its competitors to keep on the same level of
technology and continue to advance its technology ahead of rivals. Redfin must also continue its
hiring and retaining agents’ practices. To do this, Redfin needs to continuously monitor the
industry and the environment. Currently, there are many competitors for Redfin, and if it wants
to continue being a leader Redfin needs to focus on differentiating the company from its
competitors and keeping its low-cost model. Redfin should be able to maintain its competitive
advantage, as long as it monitors the environment and responds quickly to changes.
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